
BEFORE

THE PUBLIC SERVICE COMMISSION OF

SOUTH CAROLINA

DOCKET NO. 2005-146-G - ORDER NO. 2005-287

MAY 27, 2005

IN RE: Application of Piedmont Natural Gas ) ORDER APPROVING
Company, Inc. for Approval of Modifications ) CHANGES TO HEDGING
to its Experimental Hedging Plan. ) PLAN ON AN INTERIM

) BASIS

This matter comes before the Public Service Commission of South Carolina (the

Commission) on the Petition of Piedmont Natural Gas Company, Inc, (Piedmont or the

Company) for limited modifications to Piedmont's approved Experimental Natural Gas

Hedging Program (Hedging Program or Plan) in order to increase Piedmont's ability to

utilize fixed-price instruments and complimentary options transactions in making both

time-driven and price-driven hedges under Piedmont's Plan. Piedmont alleges that

increased utilization of fixed-price instruments (with complimentary options transactions

where appropriate) is necessary in order to accommodate changes in the natural gas

futures markets and to ensure the continued ability of Piedmont's Hedging Program to

help stabilize gas costs paid by South Carolina customers.

In order to permit Piedmont to enter into effective hedging transactions for next

winter's gas supplies beginning on June 1, 2005, Piedmont requests interim authorization

to implement the changes proposed effective June 1, 2005, pending Anal approval of the

proposed Hedging Program modifications.
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In Order No. 2002-223, issued on March 26, 2002, this Commission approved

Piedmont's Experimental Natural Gas Hedging Program. Under the Plan, Piedmont is

authorized to engage in both "price-driven" and "time-driven" hedging transactions for

specified percentages of Piedmont's gas supply. Further, currently, Piedmont is

authorized to utilize fixed-price instruments only under its price-driven hedging

parameters and only when the prevailing futures price of natural gas is very low

compared to long term historical averages. Since the implementation of the original Plan,

Piedmont states that the natural gas futures market has matured and experienced several

changes, which have diminished the effectiveness of the hedging mechanisms approved

under the Plan for stabilizing natural gas prices, The range of protection against volatility

provided by non-fixed-price instruments has decreased substantially as a result of market

participants being unwilling to accept the same degree of price risk as they have over the

last few years, according to Piedmont. Accordingly, the instruments and specifications

currently included under Piedmont's Plan no longer provide the same degree of

protection from volatility in gas prices as when the original Plan was approved. Piedmont

believes that by adopting the limited modifications proposed, it will be able to father

decrease the volatility in natural gas prices paid by South Carolina customers and

increase the value of its hedges while maintaining cinrent cost structures. Proposed

changes by Piedmont include, but may not be limited to implementation of an additional

fixed-price hedging mechanism and adoption of a call spread tool.

Piedmont states that these changes do not materially modify any substantive

aspect of the Plan, do not materially increase the risk to customers under the Plan, and
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serve primarily to expand the range of tools available to Piedmont under Plan parameters.

Piedmont also states that the types of fixed-price hedging and options transactions for

which authorization is sought are regularly engaged in by other natural gas utilities,

including those in South Carolina, under approved hedging plans.

Under Piedmont's Plan parameters, time-driven hedging for the upcoming 2005-

2006 winter heating season will begin on June 1, 2005, Piedmont states that it appreciates

that this does not leave the Commission with much time to conduct a formal hearing

process on this request, if the Commission determines that this is necessary. However,

Piedmont states that if the proposed changes are not in effect on June 1, 2005, the

efficiency of Piedmont's hedging activities for the upcoming winter season may be

materially diminished to the detriment of South Carolina consumers, Accordingly,

Piedmont seeks authorization on an interim basis to implement the proposed revisions to

the Plan, pending final Comrmssion action on the request to permanently modify the

Plan,

The Office of Regulatory Staff (ORS) Gled a letter stating that it had met with

representatives of the company regarding this matter, and that it has no objections to

approval of the requested modifications to the Plan on an interim basis.

%e have examined this matter and we approve the proposed changes to the Plan

on an interim basis, effective June 1, 2005. Even though we have not had time for a full

analysis of the proposal, we are convinced that if the proposed changes are not in effect

on June 1, 2005, the efficiency of Piedmont's hedging activities for the upcoming winter

season may be materially diminished to the detriment of South Carolina consumers.
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After time for further analysis, we will rule on permanent implementation of the

changes to the Plan at a later date. This Order shall remain in full force and effect until

further Order of the Commission.

BY ORDER OF THE COMMISSION:

/s/

Randy Mitchell, Chairman

ATTEST:

/s/

G. O'Neal Hamilton, Vice-Chairman

(SEAL)
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